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Agnes L. DeFranco
Conrad N. Hilton College of Hotel and Restaurant Management, University of Houston, Houston, TX

Raymond S. Schmidgall
The School of Hospitality Business, Michigan State University, East Lansing, MI

ABSTRACT
Cash is often known as the most important asset of any business. Without cash, it is very difficult to
sustain a business, let alone to grow it. This study therefore investigated the compilation and usage
of the statement of cash flows and the cash budget in hotels. The former is a historical document
recording how cash was accumulated and used in the previous accounting period while the latter is
a forecast to plan for the use of cash in the future. Other cash management practices, ranging from
deposits, cancellations, and penalties to a list of accounts receivable and accounts payable practices,
are also discussed. This study also compared how such uses and practices have evolved in the past
20 years.
Keywords: lodging, statement of cash flows, cash budgets, accounts receivable practices, accounts payable practices

Introduction
Cash is the first account in the assets section of a
balance sheet. It is what fuels the daily operations of
a hotel. The lodging industry has enjoyed a number
of prosperous years, even with the fierce competition from the sharing economy (Dogru, 2019). Yet,
there are also signs that in 2020, the industry may
see the beginning of a slowdown. As early as January
of 2019, both Smith Travel Research and Tourism
Economics revised their 2019 RevPAR growth from
2.3% to 2.0% and predicted only a 1.9% RevPAR
growth for 2020 (HNN Newswire, 2019). CBRE further confirmed in February that while the outlook
of the lodging industry was positive and noted an
estimated increase of RevPAR of 2.5% for 2019, it
also only had 2020 at 2%, and finally a slight decline
in RevPAR of 0.6% for 2021 (Lodging Staff, 2019).
As the year progressed, CBRE updated its forecast in August 2019, predicting a deceleration for
the remainder of the year, with a revised RevPAR
increase of only 0.9% (Hotel Business, 2019). If this
forecast prevails, the availability of cash is even more
paramount as any hotel will need cash to pay all its

obligations, including its payroll. Therefore, a proper
understanding of how cash is managed is crucial.
The statement of cash flows and the cash budget
have long been used by operations to gauge their
sources and uses of cash. In the United States, the
statement of cash flow, along with the income statement and the balance sheet, is a required financial
statement to be filed by publicly held companies
with the Securities and Exchange Commission
since the late 1980s (FASB, 1987). The cash budget,
though not a required financial statement, is a very
useful management tool employed by businesses to
estimate the amount of cash receipts and disbursements for a future period, most often 90 days or 3
months (Schmidgall, 2016). This may be less true
for restaurants where most bills are settled via cash
or credit cards, except perhaps big catered events
where the amounts owed are billed, and thus cash
flows in a restaurant may not be as huge of a potential issue compared to hotels. This is especially true
for quick service restaurants where the transactions
are comprised of smaller amounts and are settled
before the food is even served to the customers. For
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the club industry, since its customers are mostly
its own members (except for a limited percentage
allowed as non-members paid event), the credit history of its members has been vetted; thus again, cash
flow, though important, might not be a significant
potential problem area. However, in hotels, while
transient and individual business clients pay with
credit cards upon checkout, many transactions—
especially catered events, banquets, contract groups,
and the like—are all billed as accounts receivable.
Thus, the collection and credit policies are of utmost
importance, and these policies and practices affect
the amount of cash available for hotels to run their
operations. While deposits and even cancellation
penalties can provide cash for a hotel and are common, these amounts are also limited.
In addition to the statement of cash flows, cash
budget, and accounts receivable policies, two other
items are also crucial in determining the amount of
cash in a hotel. First, the account payable policies
are considered. Similar to its counterpart accounts
receivable, sensible accounts payable practices, such
as paying bills at the appropriate time or taking all
cash discounts, can help a hotel monitor its cash
level. Second, depreciation, a non-cash expense, is an
important source of cash for any operation. As this
expense is not paid to anyone and the cash amount
still remains in the hotel, it is added to net income
in the statement of cash flows to determine the cash
flows from operating activities. Prudent businesses
should therefore be saving cash equal to the amount
of depreciation so they have cash reserves for their
capital expenditure needs. For all the above reasons, benchmarking and documenting how cash is
being recorded, forecasted, and managed in hotels
is timely.
Need for the Study

The ability of a hotel to meet its short-term obligations is so important that there are financial ratios
strictly for liquidity purposes. Publications such as
Dun & Bradstreet’s Financial Information Database,
the Almanac of Business and Industrial Financial
Ratios, and Risk Management Association’s (RMA)
Annual Statement Studies all offer industry benchmarks. For example, in its latest online annual statement studies, RMA reported that hotels with sales
of $25 million and above had a median current ratio

(current assets divided by current liabilities) of 0.9,
with a lower quartile at 0.5 and an upper quartile of
1.6. The average cash and equivalents of a hotel in
their database further made up 14.4% of total assets.
In terms of liabilities, while hotels that enjoyed sales
of $25 million and above reported total liabilities at
68.5% of assets, five other categories of hotels that
generated less sales had even higher liabilities percentages, with those having sales levels from $10
million to $25 million reporting liabilities as high as
89.8% (Robert Morris Associates, 1977). Hotels with
such high debt levels invariably need to meet higher
debt service obligations, making cash an even more
important element to understand.
Although research has been performed on the
statement of cash flows and the cash budget (Deo,
2016; Miao et al., 2016; Petro, 2011; Silwoski, 2018),
it was conducted on how other businesses, including
how foreign governments (Stasavage & Moyo, 2000)
and the healthcare industry (Hauser et al., 1991),
can benefit from a cash budget, not on the hospitality industry. When Hesford and Potter (2010)
documented the types of hospitality accounting
research published in the Cornell Quarterly, most
studies included were on topics such as components
of restaurant costs, budgeting, annual and ongoing
capital expenditures, capital investment decisions,
product costs, customer costs and profitability, and
even sunk costs. While research on budgeting practices was included, it did not include cash budgeting. The closest study exploring these two topics was
published in 1997 (Schmidgall & DeFranco, 1997),
and before that there was an article on cash management by Caraux and Geller (1977), another twenty
years hence. DeFranco and Schmidgall (2017) did
publish a more recent study on cash budgets, controls, and management, but it was on the club segment and not on hotels.
Purpose of the Study

Accordingly, the purpose of this study comprises
four main objectives:
1) to benchmark how the statement of cash
flows and the cash budget are used in hotels;
2) to document the current accounts receivable
and accounts payable practices including
deposits, cancellations, and penalties;
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3) to compare 2018 practices to those of twenty
years ago; and
4) to investigate if the size of hotels (as determined by the number of rooms) affects such
uses and practices mentioned in the objectives (1) and (2) above.
With such information, hotels can assess their own
practices and make any appropriate adjustments so
they can remain competitive and viable.

Literature Review
Two Statement Tools for Cash Management

The two specific statements that reflect the management of cash in hotels are the statement of cash
flows and the cash budget. The former, as mentioned
earlier, is a required reporting since fiscal years ending after July 15, 1988, per the Financial Accounting Standards Board’s Summary of statement no.
95 (FASB, 1987). Besides the Generally Accepted
Accounting Principles (GAAP), the International
Financial Reporting Standards (IFRS), with its IFS7,
also issues reporting guidelines on the statement
of cash flows (www.ifrs.org). In the lodging industry, the Uniform system of accounts for the lodging
industry (Hotel Association of New York City, 2014)
also features the statement of cash flows so hotels
can use this resource not only for reporting but also
for managing how much cash goes in and out of the
business.
The statement of cash flows is important because
it uses information from both the balance sheet
and the income statement, as well as any additional
information such as transaction data, to determine
how cash is used or provided by the business during
the accounting period. This statement can be compiled through either the direct or indirect method,
depending on the choice of the business. Regardless
of the method, the statement always has three sections: operating activities, investing activities, and
financing activities. Both methods will provide the
same conclusion as to the amount of net cash provided by operating activities. However, they differ
in the provision of items that explain the change in
this section of operating activities. For the direct
method, the cash flow from operation activities
classifies cash activities into cash receipts and cash
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payments. The indirect method, on the other hand,
begins the section with net income and then adjusts
the net income figure with non-cash expenses such
as depreciation and amortization, and then includes
all the changes in current assets and current liabilities as increases or decreases in cash, to derive net
cash provided by operating activities (Weygandt et
al., 2009). In the United States, the majority of companies uses the indirect method, as seen in their 10K
reporting.
Equally as important is the cash budget. While the
statement of cash flows is a reporting requirement
and its users mostly belong to an external audience,
the cash budget deals with internal estimates of
how much cash will be collected or will need to be
disbursed over a period, and is more of an internal
nature. Thus, a cash budget is a management tool
for businesses and has a mostly internal audience,
where the information provided can assist owners
on-site and managers in making better financial
decisions (Schmidgall, 2016). Similar to the statement of cash flows, there are different ways to compile a cash budget. The two ways used most often
are the cash receipts and disbursement approach
and the adjusted net income approach (Schmidgall,
2016); the cash receipts and disbursement approach
is more popular.
In compiling a cash budget using this approach,
a business first needs to decide the time period for
which the budget is to be prepared. Normally, a cash
budget will be prepared for three to six months, with
some perhaps up to one year. To begin, a business
will start with the estimated beginning cash balance
of the first period of the budget. If the cash budget
is for a six-month period beginning in July, then
there will be six columns, one for each month, July
through December. A hotel will then add all the
cash it expects to take in for July, which can be cash
sales, cash collections from accounts receivables
from previous months, proceeds from the sale of
assets, etc. Then, all its expected cash disbursements
for July, such payroll, taxes, loan repayment, inventory purchases, etc., will be deducted to derive the
ending cash balance for July. This ending cash balance will become the beginning cash balance of the
next period—in this case August. An extra, and perhaps a very important, step is when the estimated
ending cash is compared to a “target minimum
cash requirement” (Schmidgall, 2016). It is always
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preferable to have more cash in the ending balance
than the targeted amount so the hotel will enjoy a
surplus and can then plan for how to use the excess
cash prudently. On the other hand, if the estimated
ending cash is less than the “target minimum cash
requirement,” the hotel may need to go into a contingency mode, assess the reasons behind the shortfall, and take appropriate actions. Thus, the cash
budget is an excellent planning tool for management especially if there are specific amounts of cash
payments a hotel is obligated to comply with during
the budgeted period. Although most businesses use
a targeted amount for comparison, Oler and Picconi
(2014) suggested perhaps a targeted range would be
more appropriate and allow for certain flexibility, as
all the numbers on a cash budget are “estimates” to
begin with.
Thus, both statements are important tools for
management and owners, and they provide some
much needed information. Since cash is one of the
most important assets in a hotel, the need to study
and understand the usage of these two tools is
paramount.
How Have Hotels Been Managing Their Cash?

Whether one has a small limited service hotel of less
than 100 rooms or a large conference hotel with over
1,000 rooms with multiple food outlets and other
amenities, cash is important. Cash is as critical to
big corporations such as Marriott and Hilton as it
is to a small single operator-owner. Silwoski (2018)
stated it best when he described a company as a cash
machine where, through cash conversion cycles,
a company produces cash as an output for capital
projects, seasonal working capital needs, assets to
be purchased, payments of debt services, and even
dividends to be paid to shareholders or withdrawals
for non-corporate owners. And the capital projects,
etc., would then become input to generate more
cash in the future as output. Since cash is the essence
of a company’s survival, it is important for owners
and operators to be able to visualize a “road map” of
where the company’s cash came from and how it was
going to be used in the future.
A comprehensive study on the role of cash flow
information in predicting corporate failure was
done by Sharma (2001). In 1972, Deaken (as cited in
Sharma, 2001) concluded that the ratio of cash flows

to total debt could help predict the financial demise
of a company three years prior to its failure. Largay
and Stickey, in their 1980 study (as cited in Sharma,
2001) which stated that cash flows from operations
also could predict failure up to ten years prior to its
occurrence. Therefore, the proper analysis of the
information from the statement of cash flows can be
most useful.
In regard to the cash budget where businesses
should set targeted cash levels, Oler and Picconi
(2014) recommended that businesses should consider a “target range” of cash rather than a set
amount so that when their cash level departs from
the target range, actions need to be taken. The pair
further emphasized that businesses also needed to
pay attention to not only the negative deviations but
also the positive ones. If a business was not able to
capitalize on a positive deviation, that was an opportunity lost on future returns. More recent research
such as Deo’s (2016) study recommended that free
cash flow and change in internal cash flow should
also be watched closely. Deo (2016) asserted that
these two measures and other income statement and
balance sheet ratios could assist managers and owners to guard their businesses against future threats.
However, all of this research did not cover the hospitality nor the lodging industry. The ones that were
performed on hospitality were on clubs (DeFranco
& Schmidgall, 2017; Schmidgall & DeFranco, 2019)
and those on lodging were carried out twenty years
ago (Schmidgall & DeFranco, 1998; DeFranco &
Schmidgall, 1999). In 2004, Ryu and Jang researched
commercial and casino hotel companies, using both
cash flows ratios and traditional ratios. With the
amount of cash taken in by hotels via gaming, Ryu
and Jang (2004) found that casino hotels have significantly higher liquidity ratios. Their research was
close to the topic of cash in the lodging industry and
yet it was on ratios and not on cash budgeting and
the statement of cash flows in hotels nor in casino
hotels. Thus, the literature gap for these two topics
still exists.
Methodology
To address the objectives of this study, a survey was
created to benchmark the usage of both the statement of cash flows and the cash budget in hotels,
to document the current accounts receivable and
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accounts payable practices (including deposits, cancellations, and penalties), to compare 2018 practices
to those of twenty years ago, and to assess if the size
of hotels (as determined by the number of rooms)
affects such uses and practices mentioned.
Data Collection Instrument

As the literature on the study of the two statements and accounts receivable and payable practices is scant, an instrument was patterned after the
Schmidgall and DeFranco’s 1997 study. In addition,
items were also included from other studies outside
the lodging industry. In particular, new accounts
receivable and accounts payable practices that were
not used twenty years ago were added in this current version. The survey consisted of three parts.
Part I contained six demographic questions asking
the title of the respondents and information about
their hotel. Part II encompassed five questions on
the statement of cash flows. Part III started with
a few questions collecting information about the
cash budget and also included questions about the
amounts of revenues, depreciation, accounts receivable, penalty charges on delinquent accounts, etc.
Finally, a list of accounts receivable and accounts
payable practices were presented for the respondents to indicate their usage. Once the survey was
finalized, a pilot was carried out with lodging controllers for further input where suggestions were
incorporated.
Data Collection Process

Hospitality Financial and Technology Professionals (HFTP) is an international, nonprofit association, headquartered in Austin, Texas, with offices in
Hong Kong, the United Kingdom, the Netherlands,
and Dubai. HFTP shared the emails of their lodging
membership who have not opted out of being contacted. A total of 604 email invitations were sent out
in February 2019. Included in the invitation was a
link to the survey in the Qualtrics survey platform.
The anonymity of the respondents was protected as
there was not a link back to the individual responses.
If a respondent was willing to share further information and provided his or her contact information, such information was reported separately and
again cannot be linked back to any individual survey.
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Reminder emails were sent out three times in the first
weeks of March, April, and May of 2019, resulting in
a total of 70 responses, or a 11.6% response rate.
Data Analysis

SPSS version 24 was used for data analysis. Descriptive statistics were performed to summarize the
results of objectives 1, 2, and 3, reporting how the
statement of cash flows and the cash budget were
used in hotels, the accounts receivable and accounts
payable practices, and possible differences of such
practices in the last 20 years. For objective 4, ChiSquare was executed to determine if the size of the
hotels, as measured by the number of rooms, would
affect such opinions and practices. As no statistically
significant results were found from the Chi-Square
analysis, no results were reported for objective 4.

Results
The Hotels

Directors of finance/accounting made up 40.5% of
the respondents. The shift in titles in the lodging
industry was apparent. The more traditional title
of controller was only reported at 21.9%, and chief
financial officer was a close third place at 17.2%.
Other titles included senior vice president, vice
president of accounting and finance, general manager, corporate and assistant corporate director of
finance, assistant controller, senior accountant, staff
account, and owner. Almost 75% of the properties
were luxury (25.0%), upper upscale (28.0%), and
upscale (21.9%); and over 80% were either full service properties (69.4%) or resort properties (15.3%).
The majority (66.1%) of the properties were located
in a city center and had between 101–250 rooms
(27.1%) or 251–500 rooms (39.0%). Hotels managed
via a management company made up half (50.8%) of
the surveyed properties, and owner-managed properties came in a close second at 42.1%. Table 1 summarizes the results.
Tool #1: The Statement of Cash Flows

The first cash management tool, the statement
of cash flows, was widely used as reported by the
respondents. Three-quarters of the respondents
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Table 1.

Respondents and Hotel Characteristics

Title
Director of Finance/Accounting
Controller
CFO
General Manager
Assistant Controller
Other

Percentage
40.5
21.9
17.2
1.6
1.6
17.2

Hotel Chain Scale
Luxury
Upper Upscale
Upscale
Upper Midscale
Midscale
Economy

25.0
28.0
21.9
18.8
6.3
0.0

Hotel Type
Full Service
Resort
Limited Service
Convention
Conference

69.4
15.3
6.8
5.1
3.4

Hotel Location
City Center
Suburban
Rural
Airport

66.1
14.3
10.7
8.9

Hotel Size (by Rooms)
<100
101–250
251–500
501–1,000
Over 1,000

6.8
27.1
39.0
8.5
18.6

Hotel Management
Management Company
Owner-Managed
Asset Management Company
Franchised

50.8
42.1
5.3
1.8

prepared the statement of cash flows on a monthly
basis, tracking the sources and uses of cash in the
operating, investing, and financing activities of the
hotel. Another 3.8% prepared the statement quarterly and 13.5% prepared the statement annually.
While one respondent stated that his or her the hotel
never prepared the statement of cash flows, another
one reported that this statement was prepared twice
a month. Still another shared that while a monthly
statement of cash flows was compiled, snapshots of
the statement were also prepared on a weekly basis.
Perhaps the most revealing response regarding the
usefulness of the statement of cash flows was from
one respondent who stated that formerly, the statement of cash flows was completed for auditing purpose; however, it is now updated daily with access

given to the owners for the financials to be timely
and transparent.
Regarding the users of this statement, indeed,
the owners were reported as the main user group
(52.9%) of the information. Management companies (40.0%) and management within the property
(27.1%) were also important user groups, followed
by asset management companies at 15.7%. Other
users also reported were franchisors and senior management at the corporate office. It was also shared
that this statement was strictly for internal use from
one respondent. Since one of the aims in asking the
users of this statement was to ascertain how widely
this statement was being distributed, respondents
could check all parties with whom this information was shared, and thus the reported usage total
percentage exceeded the normal 100%. In addition,
45.7% of the respondents shared the information
via email to the management of the properties while
another 25.7% shared such information at meetings.
As the Uniform system of accounts for the lodging
industry (USALI) should be used as the guideline to
compile statements and schedules, it was most heartening that over 90% of the respondents followed the
USALI in reporting their cash flows. Comparing to
the club industry’s 62.8% (Schmidgall & DeFranco,
2019), the lodging industry is more consistent in
its reporting and therefore provides a better means
to benchmark. Respondents were then asked how
useful the information provided in the statement of
cash flows was in assisting their management of the
hotels. Table 2 shares the results that 25.0% rated the
statement extremely useful, 28.8% very useful, 23.1%
moderately useful, 7.7% slightly useful, and only
15.4% said that the statement was not useful at all.
Taking the topic one step deeper, respondents
were further asked their opinion of the statement
of cash flows in terms of the level of detail of the
information in the statement and the frequency of
providing such information for both internal and
Table 2. Usefulness Comparison: Statement of Cash Flows
versus Cash Budget

Extremely Useful
Very Useful
Moderately Useful
Slightly Useful
Not Useful at All

Statement of Cash Flows
(%)

Cash Budget
(%)

25.0
28.8
23.1
7.7
15.4

25.0
30.8
23.1
7.7
13.5
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external users in the last five years. Table 3 summarizes the results and shows that for the past five years
from 2014–2018, there were no major changes in the
detail of information reported to internal (72.0%)
or external users (70.9%), nor in the frequency of
providing such information (to internal, 78.0%; to
external, 77.0%). Indubitably, hotels had been more
transparent with their financial reporting. Where
there was a change for either internal or external
users or in terms of the detail of information or frequency of providing such information, the change
was more detailed and more frequent reporting. For
internal users, in terms of “detail,” some respondents
shared that they started using the USALI or that the
information was reviewed for more accuracy and
precision, especially by the owners. In terms of frequency, the comments were all about providing the
cash flows statement on a more regular basis. For
external users, however, additional loan requirements, more detailed descriptions of the working
capital changes, and more detailed information for
capex projects were also listed.
The final question regarding the statement of cash
flows was to ask the respondents to rate (on a score
of 1 to 5 with one being least useful and 5 being the
most useful) the perceived usefulness of the statement to a list of both internal and external users. As
expected, the one party that was perceived to benefit
the most from the statement of cash flows was the
financial lenders (4.38). Both the corporate office
and management company ranked second at a score
of 4.08 with shareholders/owners ranked third at
3.97, followed closely in fourth place by asset management company at 3.85. The regional office, board
of directors and hotel management all had scores
in the 3.25 to 3.53 range, while the franchisor was
Table 3. Degree of Detail and Frequency of Provision of the
Statement of Cash Flows to Internal and External Users in the
Last Five Years
More
(%)

Less
(%)

No Major
Changes (%)

18.0
14.0

10.0
8.0

72.0
78.0

Internal
Detail of Information
Frequency of Provision
of Information
External
Detail of Information
Frequency of Provision
of Information

20.8
18.8

8.3
4.2

70.9
77.0
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perceived to benefit the least from this statement
with a rating of only 2.15.
Tool #2: The Cash Budget

The second tool in this study was the cash budget,
a statement or report that is managerial in nature,
focused on the future, and more strategic. Over 70%
of the respondents affirmed to the preparation of a
cash budget with two respondents sharing that their
hotels did not prepare one as they had no loans and
cash was never an issue. This, indeed, was good news
that those two hotels are without any real financial
concerns at this point, but every hotel should use
this tool as economic times do change!
Of those who did prepare cash budgets, 38.5%
prepared their cash budget on an annual basis,
followed by monthly and weekly, both at 17.3%.
Others reported their cash budgets were compiled
quarterly, bi-weekly, and as needed. Two respondents also shared that while their cash budgets were
prepared annually, they were updated monthly or
quarterly. Directors of finance and accounting, controllers, and CFOs were the three major titles quoted
as the person who had the primary responsibility of
preparing the cash budget. The corporate personnel,
such as corporate finance, corporate accounting,
and corporate controllers, was the next group. It
was also positive to note that while these individuals
took the lead role, they did involve others in the process. These “others” include general managers, other
accounting staff, department heads, franchisors, and
personnel from the regional and corporate offices.
When the usefulness of the cash budget and the
statement of cash flows was compared (see Table 2),
the cash budget received an ever so slightly higher
total rating of usefulness. With only 13.5% of the
respondents rating the cash budget and 15.4% of
the respondents rating the statement of cash flows
as “not useful at all,” it was obvious that both statements are useful tools for the lodging industry to
various users.
Tool #3: The Non-Cash Expenses—Depreciation

In cash management, hotels had to be cognizant that
while depreciation expenses reduced earnings before
tax so the hotel would pay less tax, depreciation was
a non-cash expense when there was no cash outlay
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or payment. As such, hotels needed to have in place
a plan to “save” or put aside such amounts. These
saved amounts would become a source of funds for
capital projects rather than hotels having to negotiate
for a loan for such funds in the future. In the meantime, if such “saved” amounts can be invested properly, hotels would even have more resources to grow.
Thus, four very important questions were asked of
the respondents: What was the annual depreciation
expense in 2018?; What was the annual revenue for
2018?; Do their hotels invest the amount of cash
equivalent to depreciation expense in a replacement
account for FF&E?; and If so, what percentage of revenue was set aside for this replacement account?
The respondents reported depreciation expenses
from $25,000 to $12 million with an average of
$3.36 million. For the same period, total revenues
were booked at $1.75 million to $330 million with
an average of $48.39 million. This made the average depreciation 6.94%. This number could be a
very useful indicator as, normally, a higher depreciation to revenue percentage might suggest a hotel
has newer assets, and with accelerated depreciation
methods used, more depreciation was taken. As the
assets of a hotel age and the net book value decreases,
smaller depreciation expenses could be booked, and
this could suggest that capital expenditures could be
needed in the near future. Thus, if hotels track this
statistic of depreciation to revenue ratio, as this ratio
decreases, a refresh or renovation could be needed
soon for the property, and hotels would need to have
cash resources available for these capital projects.
Only about one-third of the respondents (32.6%)
admitted that an equivalent amount of cash had
been invested for replacement projects. Of the
respondents who had these reinvestments, the
amount of cash saved was 3% of revenue. According
to the CapEx 2018 study by the International Society of Hospitality Consultants (ISHC), this replacement percentage was as high as 9% for certain types
of properties. Therefore, hotels need to pay closer
attention to this particular annual non-cash expense
and its effects on the cash flows in subsequent years.
Tool #4: Policies and Practices—Accounts
Receivable and Accounts Payable

Accounts receivable and accounts payable, together
with the policies and practices associated with

these two accounts, could greatly influence the
cash inflows and outflows in any hotel. To study
this thoroughly, the survey started with examining
the amount of accounts receivable. Total accounts
receivables at the end of 2017 ranged from a low of
only about $4,000 to a high of $5.4 million, with an
average of $753,000. At the end of 2018, the average
dropped a bit to $734,000, with a low of only about
$800 to a high of $4.4 million. The average accounts
receivable reported for the year was $744,000. So,
how did the hotels in this study collect all this cash
due to them?
To begin, 30% of the respondents shared that in
the past five years, they had performed greater analysis on their aging of accounts receivables and had
also been more diligent in their collection. Examples cited include shifting away from direct billing,
limiting the receivable amount, and greater numbers of pre-payments or payments guaranteed with
credit cards. One respondent attributed the success of their collection rate to the hotel’s accounts
receivable associate who kept an eye on all accounts
resulting in few accounts exceeding the 90 days
aged category in the past year. Penalty charges and
deposits also played a critical role, with 95.3% of the
respondents requiring deposits for scheduled events
such as wedding receptions. While 41.5% charged
a percentage of the total estimated bill and 9.8%
charged a flat fee, most deposits were a combination
of both calculations (48.7%). In addition, 97.7% of
the respondents also charged a cancellation fee or
penalty for events cancelled too close to the event
date. When asked the time period that such a cancellation fee would apply, 28.6% began charging a
cancellation fee more than a month before the event
and another 35.7% utilized a three-week period.
Only 7.1% would consider levying a cancellation
fee within a week before the scheduled event was
supposed to be held. Similar to the deposit, 7.1% of
the hotels charged a flat cancellation fee, 45.2% had
the cancellation fee as a set percentage, while 47.7%
used a combination of both methods. While hotels
charged deposits and penalties or cancellation fees,
only 19.0% of the respondents charged interest on
delinquent accounts, at a monthly average of 1.5%.
For most of the hotels that charged interest, this
practice had been in place for over 10 years.
Table 4 lists 13 often-used practices of managing accounts receivable and 5 often-used practices
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of accounts payable. Respondents were asked if
they used such practices; as expected, the finance/
accounting staff in the lodging business were running a tight ship to manage their cash levels. Receiving payment via credit card ranked first and had
a 100% usage. Sending invoices and reminders,
including the suspension of any further charges for
delinquent accounts, were also used by most and
ranked second. In terms of accounts payable practices, the finance and accounting staff understood
the importance of taking any cash discount offers
and timed their payments accordingly to conserve
cash, and this practice had the highest usage.
A Quick Comparisons—A Tale of Two
Different Decades

Perhaps what was most interesting was the comparison between the results of a similar survey in 1997
and the current study. In the last twenty years, technology has changed the way accounting and billing
are performed. The mid-1990s saw the emergence
of emails but at that time, accounting personnel
would meet with a client to determine if the billing
amount was correct (especially for group business).
Additionally, for charges of sizable amounts, e.g.,
over $25,000, the invoice would be sent to the client
via Federal Express (Schmidgall & DeFranco, 1998).
The internet was just becoming more popular and

Table 4.

was not used extensively for billing purposes. An
extra column was therefore added in Table 4 (see
Table 4) to compare the two decades. For accounts
receivable practices, the use of cancellation fees and
deposits was more commonplace in today’s world
while only 66.1% of the respondents required a
deposit in 1997.
For accounts payable practices, the use of technology increased from 67.3% to 95.7%. However,
many hotels surveyed considered and changed to
less frequent payment of personnel in 2018. While
weekly payroll was prevalent in the 1990s (Schmidgall & DeFranco, 1998), hotels also recognized the
need to preserve cash and many changed to paying
their associates bi-weekly by 2018.
Besides usage, respondents were also asked to
rate the perceived usefulness of the list of accounts
receivable and accounts payable practices (on a scale
of 1 to 5 with 1 being least useful and 5 being the
most useful). Interestingly, while the usage rates of
the accounts receivable practices were quite similar, the top spot of “useful” practices were shared
by sending invoices via email and suspending any
future charges for delinquent accounts, with a score
of 4.66. A close third was sending invoices as soon
as the billing cycle closes, with a score of 4.56. The
least useful was receiving payments via lockboxes,
which only received a 2.48/5.00 rating. For accounts
payable, the most useful practice, with a score of

Practices in Managing Accounts Receivable and Payable

Accounts Receivable Practices
1
T-2
T-2
T-2
T-2
T-2
7
T-8
T-8
10
T-11
T-11
13

Receive payments via credit cards
Send invoices as soon as billing cycle closes
Send invoices via email
Send reminders after 30 days
Send second reminders after 60 days
Suspend any further charges for delinquent accounts
Charge cancellation fees
Send invoices via regular mail
Hold monthly credit meetings to discuss 60 days plus accounts
Require deposits
Send second collection letters after 60 days
Receive payments via lock boxes
Send collection letters after 30 days

2018 Percentages

1997 Percentages

100.0
98.6
98.6
98.6
98.6
98.6
97.7
95.7
95.7
95.3
88.6
88.6
85.7

91.2
77.8
NA
NA
NA
NA
72.5
NA
NA
66.1
NA
24.6
NA

Accounts Payable Practices
1
T-2
T-2
4
5

73

Take 30-day terms when possible except for cash discount
Use technology to monitor cash level
Take all cash discounts offered by suppliers
Time all payments properly and delay paying bills until deadline
Less frequent payment of personnel (e.g. paying payroll every
two weeks rather than every week)

Percentages
97.1
95.7
95.7
95.7
80.0

80.7
67.3
60.8
NA
17.0
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4.28/5.00, was taking all 30-day terms when possible
except for cash discounts, and the least useful practice was paying personnel less frequently (2.54/5.00).
Conclusions and Implications
This research was conducted to study the usage
of the statement of cash flows and the cash budget as well as the various management practices in
accounts receivable and accounts payable in the
lodging industry. Furthermore, whether the size of
hotels would affect such usage and practices was
also investigated. Therefore, this research focused
on the process of providing benchmarks for important accounting practices.
Theoretical Implications

As mentioned, as this research focused on providing benchmarks and adds to the current literature of
cash flows and cash budgeting in the lodging industry, no specific theoretical implications were derived.
However, the result of this research offered a number of possible future topics for consideration. For
example, one may apply Silwoski’s (1998) model of a
business as a machine and collect longitudinal data
of cash as input, to determine how much cash was
generated by projects, purchases, and investments to
become input again for the next cycle. The same can
also be done with depreciation expense reinvestment into reserves and how that affects future capital expenditures and the debt level of a hotel. Along
the same line, perhaps one can also investigate the
predictability of the usage of the various accounts
payable or accounts receivable practices on a hotel’s
cash level. Therefore, this paper provides a few ideas
where future research could provide more theoretical conclusions and contributions.
Managerial Implications

The results from this study offered a number of
practical and useful implications for lodging management and owners.
1. Just Do It—The Two Statements
As an advertising slogan says, “Just Do It.” As the
statement of cash flows is a required reporting

document, all respondents except one stated that the
statement was prepared. For the one outlier, perhaps
the individual hotel might not have prepared it; but
the management company, the corporate office, or
the CPA who did the accounting work had to have
completed the statement. In regard to the cash budget, two of the respondents shared the reasons for
not preparing one was that their hotels never had
a cash shortage issue. While all these may be good
reasons for not preparing the statements, the benefits of having these two statements far outweigh the
cost of preparing them.
A statement of cash flows shows a hotel whether
its cash comes from operating the hotel, from disposition of assets, or from loans and new investments, or if cash is used for reinvesting in the hotel’s
growth, paying debt, or for other spending ventures.
Should there be an excess in cash from operations
and there are no debts to be repaid, then owners
should look into reinvesting options, whether to
refresh the property, grow the business, or even
start planning for a second location for a new property. In today’s economy where good associates are
difficult to retain, perhaps a program of bonuses or
an educational fund for associates and their family members might be great incentives for hotels to
keep a first-class staff to serve their guests. With a
cash budget—again, with the knowledge that perhaps in a few months that a shortage of cash flow
is shown on the budget—management and owners
can begin planning on how to address the shortfall,
either by having programs to boost sales or perhaps
beginning the negotiations of a short-term loan as
cash infusion, as such negotiations may take a considerable amount of time, especially when a line of
credit has not been set. Since 84.6% of the respondents rated the statement of cash flows and 86.5%
rated the cash budget as being useful, perhaps all
hotels should have these statements prepared on a
periodic basis.
2. Be Strategic—Analyze and Communicate the
Two Statements
Since both statements allow hotels to be forward
thinking, plan, and strategize, it is crucial that hotels
do not simply compile the statements and file them
away but rather analyze them, share them, and
use them to their fullest. The results of this study
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showed that 45.7% of the respondents shared the
statement of cash flows via email to management
in the properties while another 25.7% shared such
information at meetings. Recall that the statement
of cash flows has three sections: cash provided by
operating, investing, and financing activities. While
owners normally make decisions regarding investing and financing activities, property level management and department heads are responsible for all
the actions leading to the cash provided by operating activities. Perhaps hotels can begin to simply
track the cash flows provided by operating activities
as a start. Then go into the individual line items in
this section to see how cash is being used or is being
flowed into this section. The team can then strategize to see how the entire hotel can work together
to increase cash.
The same can be done with the cash budget. The
first action may be to set a realistic target cash range.
As Oler and Picconi (2014) suggested, using a target
cash range rather than a certain amount provides
some flexibility in data interpretation. Once this
range is set, the analysis begins. For example, if a cash
budget shows that there will be extra cash over the
target range in the coming months, the hotel should
start planning now as to what the best ways to make
these funds work for the hotel are. Should this extra
cash be saved up for rainy days? Should a certain
debt with a high interest rate be paid off sooner? On
the other hand, if a cash budget shows that a hotel’s
cash level will be below the targeted range in the
next few months, will the hotel have cash reserves
to ensure all bills will be paid on time? Or should
the hotel start looking at its collection policies to see
if they might have been too lax in their collection
procedures? From planning to pay cash bonuses at
Christmas to funding major repairs, proper analysis
of both statements can be very helpful.
3. Balance Depreciation and Reserves
Normally, when it comes time for a refresh, a hotel
seldom has enough cash to fund the entire project.
Thus, two critical issues are raised in this implication. First, respondents in this study reported
an average of 6.94% of depreciation expense as a
percentage of total revenue. It is pertinent that (1)
hotels need to plan for timely renovations to keep
up with brand standards and be competitive, and
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(2) hotels need to have the funding for such renovations. Keeping track of this depreciation to total
revenue ratio can help indicate when such renovations may be needed. Second, less than one-third of
the respondents (32.6%) shared that an equivalent
amount of cash had been invested for replacement
projects. And, even so, the amount of cash saved
was only 3% of revenue. While this is a start, both
percentages need to be increased if at all possible.
Operating a hotel is not an easy task and managing
cash may even be more difficult. Yet, if expenses
and reserves are not planned and tracked, hotels
may find that they are not going to be able to do the
refresh, perhaps resulting in losing the flag!
4. Maximize Benefits of Collection Methods
Technology has really changed the way hotels collect their accounts receivables in the past 20 years.
The lockbox, which was only used at a 24.6% rate in
1977, is used at an 88.6% in 2018. Yet, it is rated as
the least useful collection method with a rating of
only 2.48/5.00. On the other end of the scale, billing via email was rated at 4.66/5.00 and email was
just becoming popular in the previous study. Common business sense will say: use all methods, and
give the guests a choice of payments! Yet, when payment via credit cards has a 100% usage in 2018 (also
top ranked at 91.2% usage in 1997) and a rating of
4.43/5.00 (4th most useful), hotels need to then analyze its credit card fees. Credit card processing fees
can range from 2% to 3.5% per transaction. While
some may be a bit less or more than this range, others may charge additional fees as well. Depending
on the volume and transaction amount, this fee can
be negotiated. Guests now want to charge on their
credit cards because they can accrue points for their
personal uses later. Even business credit cards can
accrue points. However, when more payments are
made via credit cards, hotels lose that percentage of
sales. Therefore, a close analysis of credit card processing fees is critical.
As technology progresses, e-payments are becoming more prevalent. If a hotel has foreign guests who
are accustomed to paying via e-payments, such an
option may be a deciding factor for a guest to stay
at one hotel or another. From automated clearing
house to virtual credit cards to e-wallet, and different names from Apple Pay to Alipay, hotels need to
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understand their guests’ preferences and balance that
to their business model to make proper decisions.
5. Manage the Cash Conversion Cycle
Finally, all these implications and possible actions
can be further enhanced if hotels can understand
and manage its cash conversion cycle. While Silwoski (2018) explained a company as a cash machine
where it produces cash as an output for capital projects, seasonal working capital needs, assets purchases, payments of debt services, etc., Schmidgall
(2016) explicated the process as a cash conversion
cycle (CCC). The CCC is inventory driven but can
be applied to any resources as business purchases.
Basically, it take three ratios—days inventory turnover, days accounts receivable turnover, and days
payable outstanding to calculating how long it will
take for a hotel to purchase its inventory to selling
the inventory and extending the credit to its guests,
to collecting the accounts receivables and also to
pay what it owes to its purveyors. With a careful
examination of these three stages and how long it
takes for each stage to function, hotels can glean
invaluable information on its purchasing, inventory
management, accounts receivables, and accounts
payable policies and practices—and each of these
steps affect cash!

Limitations
This paper addresses two very important statements
and a number of critical policies and procedures
areas where hotels can better manage their cash.
However, after sending the invitations four times,
only 70 responses were collected, and the results,
therefore, are not generalizable to all hotels. And,
although HFTP’s membership is global, most members are from hotels in the United States and therefore the geographical generalizability is also reduced.
Nonetheless, this study still provides a benchmark
for the industry.
Future Studies

As mentioned, due to the geographical limitation,
perhaps further studies can be carried out with

hotel associations in different parts of the world
to increase the generalizability factor. Moreover, a
study using the CCC with longitudinal data would
definitely shed some light on the time needed for
cash to move through a hotel. The shorter the CCC,
the more effectively cash is used. Another future
study could be on depreciation expense reinvestment into reserves and how future capital expenditures and the debt level of a hotel are affected.
Likewise, research for future studies could also be
carried out in the restaurants and club segments and
then compared to those of the hotel industry.
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